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SUBJECT: Enterprise Zones/ Aerospace Training Conpetitiveness | nprovenent

Programl Credi t
SUMVARY

Under the Governnment Code, this bill would require the Trade and Comrerce Agency
(TCA) to design, develop, and oversee the operation of a 36-nonth Aerospace
Trai ni ng Conpetitiveness |nprovenent Programw thin one or nore designated
enterprise zones.

Under the Bank and Corporation Tax Law (B&CTL), this bill would provide a credit
to a taxpayer equal to the anobunt paid or incurred during the incone year for the
over head costs training enpl oyees under terns of an Aerospace Training
Competitiveness I nprovenment Program The program nust be provided for a

t axpayer’s specific business unit located within a designated enterprise zone.

This analysis will address the Governnment Code provision only as it inpacts the
prograns and operations of the Franchi se Tax Board.

EFFECTI VE DATE

This bill specifies that the tax credit would be effective for income years

begi nning on or after January 1, 2001, and before January 1, 2004. The Aerospace
Trai ni ng Conpetitiveness | nprovenent Program and the related credit would be
repeal ed on January 1, 2004, and Decenber 1, 2004, respectively.

SPECI FI C FI NDI NGS

Under the Governnent Code, existing state |aw provides for the designation of
enterprise zones. Using specified criteria, the TCA desi gnates these econonic
devel opnent areas fromthe applications received fromlocal governing bodies.
TCA has designated the nmaxi num 39 enterprise zones authorized under existing |aw

Under the Revenue and Taxation Code, existing state |aw provides special tax
incentives for taxpayers conducting business activities within enterprise zones.
These incentives include a sales or use tax credit, hiring credit, business
expense deduction, and special net operating loss treatnment. Two additional
incentives include a net interest deduction for businesses that make [ oans to
busi nesses within an enterprise zone and a tax credit for enployees working in an
enterprise zone.
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Al so, state |law allows a taxpayer to deduct ordinary and necessary business
expenses fromthe taxpayer’s incone when cal cul ating the taxpayer’'s tax
l[iability. Such expenses would include those expenses related to overhead costs.

Under the Governnent Code, this bill would require the TCA to design, devel op
and oversee the operation of a 36-nonth Aerospace Training Conpetitiveness
I nprovenment Program w thin one or nore designated enterprise zones.

This programwoul d function as a pilot project to evaluate the inpact of training
on conpetitiveness for aerospace contractors and suppliers doing business in this
state. The purpose of this programwuld be to determine the feasibility,
affordability, and effectiveness of reduced training cost in creating additional
jobs in the aerospace and defense industry segnent. |In addition, the TCA would
develop criteria to evaluate the project’s performance and effectiveness during
its lifetine.

This bill would provide both of the foll ow ng:

Rei mbursements to comunity col | eges operating an aerospace training
center inside a designated enterprise zone for costs of providing comon
enpl oyee training services to two or nore aerospace contractors or
suppliers or both.

A credit against state taxes of aerospace contractors or suppliers for
over head costs incurred while providing enployee training during nornal
wor ki ng hours.

This bill would Iimt the credit a taxpayer may claimto the actual anmpbunt paid
or incurred during the income year for overhead costs of the taxpayer’'s specific
busi ness unit |located within the designated enterprise zone in which an Aerospace
Trai ni ng Conpetitiveness | nprovenent Programexists for training enployees. This
bill would require the taxpayer to certify that the tax credits cl aimed woul d be
applied dollar-for-doll ar against the overhead costs of the specific business
unit, located within a designated enterprise zone, which provided the training
that qualified for the credit.

Any excess credit would be allowed to be carried over indefinitely.
Since this bill does not specify otherw se, the general rules in state |aw

regarding credits, including division of the credit anpbng taxpayers who share the
costs, would apply.

Pol i cy Consi derati ons

This bill would permt a credit for taxpayers under the B&CTL, but does not
permt the same credit for taxpayers under the Personal |nconme Tax Law
(PITL).

This bill would provide a 100%credit equal to the overhead costs of the

specific business unit for training enployees. Generally, credits are equa
to a percentage of the expenses or costs associated with the credit.
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O her EDA credits explicitly require enpl oyees who are the subject of the
tax incentives to be enployed in the EDA. Wile this bill would require the
training center to be located in the EDA, the training would be available to
any of the taxpayer’s enpl oyees, regardl ess of whether the enpl oyee worked
in the zone.

O her EDA credits |imt the amount of the credit by allowing the credit to
be used only against the anmount of tax that is inposed on the taxpayer’'s
busi ness incone attributable to that EDA. This credit would be all owed
agai nst the taxpayer’s full tax liability, regardl ess of where the net

i ncone subject to tax was earned.

There may be conflicting tax policies when a credit is provided for an
expense itemfor which preferential treatnent is already allowed in the form
of a deduction. This proposed credit would have the effect of providing a
doubl e benefit for taxpayers that deduct the expense of overhead with their
ordi nary and necessary busi ness expenses. However, elimnating the double
benefit by expressly denying the deduction if the credit is clainmed or
maki ng an adj ustnment to reduce basis would create a state and federal
difference, which is contrary to the state's general conformty policy.

| npl emrent ati on Consi der ati ons

This bill does not define the term “overhead costs.” The |lack of a clear
definition could lead to di sputes between taxpayers and the departnment
regarding the correct interpretation of the termand, therefore, the anmpunt
of the resulting credit. Since over can be defined as all admnistrative or
executive costs incident to the conduct of a business, it would be hel pful
if the bill detailed those costs eligible for the credit.

This credit is limted to overhead costs of specific business units |ocated
in a designated EDA, but does not specify a criterion to determ ne when a
specific business unit is considered to be |ocated "in" an EDA for purposes
of the credit.

This bill would provide a credit for aerospace contractors or suppliers or
both for costs incurred while providing enployee training within the
aerospace and defense industry. Since this bill would include the suppliers

of the aerospace industry, this credit could apply to businesses outside the
aerospace industry. For exanple, an office supply conpany may provide
writing utensils, paper, etc. to a business that provides for the training
in the aerospace industry. Under the provisions of this bill, the office
supply conpany could be considered to be a supplier of the aerospace

i ndustry and as a result could be eligible for the credit provided for by
this bill.

Recent credits have been enacted with a carryover limt since experience
shows credits are typically used within eight years of being earned.
Wthout a carryover limt, the departnment would be required to retain the
carryover credit on the tax fornms indefinitely.
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The credit is repeal ed on Decenber 1, 2004, to allow fiscal year filers to
claimthe credit for all the calendar nonths of their 2003 year. However,
t he Aerospace Training Programunder the Governnent Code is repeal ed on
January 1, 2004. This inconsistency in dates may cause confusion over
whet her the credit is allowed to fiscal year filers based on costs paid or
i ncurred during 2004 follow ng repeal of the related provisions of the
Gover nment Code added by this bill

FI SCAL | MPACT

BOARD

Depart nental Costs

Once the inplenentation concerns are resolved, this bill would not
significantly inpact departnental costs.

Tax Revenue Esti mate

It is not possible to predict in advance the nunber and | ocation of
enterprise zones that would be selected for the pilot program “qualified”
overhead costs related to aerospace training, or the response of potenti al
contractors/suppliers in such zones to the credit incentive.

Based on departnental data for tax year 1996, the total revenue | oss for the
existing 38 enterprise zones was $39 million (approximately $1 mllion on
aver age per zone).

POSI T1 ON

Pendi ng.



